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Strategic Alliances and Firm Performance in Startups with a Social Mission 
Innovation with a social purpose is strictly linked to entrepreneurship and economic 
development. However, those startups that pursue a social mission often operate in really novel 
markets and raise some scepticism in the eyes of investors. Startups can improve their business 
performance by leveraging on equity and non-equity based strategic alliances, so to pursue 
growth. However, sustainable growth requires to attract the right investments at the right stage 
of development of the startup. This study draws on international business theory and proposes 
a novel framework that explains the mechanisms regulating strategic alliances and firm 
performance in a startups context. We use a sample of 3,913 UK high-tech startups engaging 
in social innovation to test our hypotheses and we derive an explanation for some of the 
mechanisms behind strategic alliances effect on startups performance, startups scalability and 
the balance needed between performance and the pursuit of a social mission. 
 
Keywords: strategic alliances, accelerators, startups, social innovation, fundraising, joint 
ventures  




In the UK, 5.7m small businesses contribute to £1.9 trillion of turnover and employ 
16m people (UK Government, 2019). A recent report from the British Council (2019) 
highlighted the increase of social enterprising activity in the UK, which contributes to the UK 
economy with £24bn per year across economic sectors. Social enterprises operate in any 
industry of the UK economy and the government gives them increasingly higher attention 
and ‘have introduced a number of initiatives to support the sector’s growth. This has resulted 
in financial support and legislation to make the business environment more favourable for 
social enterprises’ (2019, p. 49). 
As authors of this study, we believe the scope of the definition of social enterprises is 
currently too narrowly focusing only on not-for-profit organisations, neglecting the social 
mission embedded in many for-profit organisations. Social enterprises are generally defined 
as businesses ‘with primarily social objectives whose surpluses are principally reinvested for 
that purpose in the business or in the community, rather than being driven by the need to 
maximise profit for shareholders and owners’ (DTI, 2002), but it is often difficult to obtain a 
crisp definition of social enterprises based on social purpose. For instance, a lot of for-profit 
organisations engage in social innovation (Altuna et al., 2015) thus, these also have a social 
purpose without necessarily being classified as social enterprises. These enterprises have 
been defined as ‘for-profit social ventures’, as they have been incorporated as for-profit 
bodies, but they have been designed to serve a social purpose (Dees & Anderson, 2003). 
Likewise, a lot of social enterprises do not engage in social innovation, despite their 
focus on sustainability (Yunus et al., 2010). Furthermore, social innovation is cross-sectoral 
(Murphy et al., 2012) as it involves public and private stakeholders (the latter, in both for-
profit and not-for-profit companies), and, thereby, attracting the interest of governmental and 
supra-governmental bodies. For instance, the European Union ‘acts as an agenda-setter in the 
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measurement of social innovation, working with and liaising with the private sector, venture 
capitalists, and foundations to facilitate a consensus’ (European Commission, 2012, p. 15). 
Enterprises, to deliver on social mission goals without lessening their business 
performance, have to leverage the collaborations that often occur in spontaneous 
entrepreneurial and innovation ecosystems (Letaifa & Rabeau, 2013). This is particularly true 
for startups, which lack resources and social capital (Lonial & Carter, 2015). Given the stress 
caused by limited resources, collaborations amongst startups have to be strategic in nature 
and different types of alliances can take shape between startups and their partners according 
to their different strategic alignments (Herrera, 2015). 
Business-to-business (B2B) strategic alliances can provide solutions to societal 
challenges (Chesbrough & Bogers, 2014; Phillips et al., 2015) while enhancing the startups’ 
business performance. Furthermore, social enterprises are at the core of value creation: these 
can create value for the society at large by leveraging collaborations and strategic alliances 
with non-for-profit organisations primarily, but with for-profit firms, too. Such collaborations 
and alliances enable the development of strategies that foster social innovation (Felício et al., 
2013). These alliances directly benefit communities, individuals, and society overall. 
However, it is important to highlight that these relationships are also beneficial for 
those firms that engage in these relationships (Drumwright, 2014), as there is evidence of the 
economic benefit for for-profit firms to engage in social innovation practices (Shaw & de 
Bruin, 2013; Ozdemir et al., 2017). 
Notwithstanding the extensive research on strategic alliances and the importance of 
alliances to the success of firms operating within a social mission frame, there is still lack of 
understanding of how alliances impact the performance of those firms that decide to adopt a 
social mission and which engage in innovation for the benefit of society. 
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In a startup context, a strategic collaboration consists of collaborating on both core 
and non-core activities so as to enhance the competitive advantage of the startup. Quite often, 
startups capitalise on alliances through external funding from investors to boost their 
financial performance (Parker et al., 2010). Funding enables the firm to grow and pass 
through the successive stages of development from seed funding to venture growth and to 
finally exit through merger and acquisition. 
Most of the studies on strategic alliances focus on multi-national enterprises (MNEs), 
mergers, acquisitions, differentiation, cost leadership (Culpan, 2009), alliances of e-
commerce (Park et al., 2004), partnership reputation (Li et al., 2008), and governance and 
structure (Teng & Das, 2008). The startups' context has been neglected in the extant 
literature. There are only a few studies investigating the link between strategic alliances and 
startups performance (Chang, 2004). There have been some attempts to investigate strategic 
alliances in an SME context; in that sense, Franco and Haase (2015) developed a taxonomy 
for SMEs and classified four categories of strategic alliances: strategic, improvised, 
exploratory, and deliberate. Also, Swoboda et al. (2011) studied alliances’ success factors in 
the context of small and medium-sized enterprises (SMEs).  
That said, it is likely that relevance of strategic alliances for organisations’ 
performance differs for MNEs and SMEs: Lunnan and Haugland (2008) investigated the 
factors that affected long-term and short-term performance and they suggested that alliance 
performance is a multidimensional construct. They showed that short-term performance can 
be explained by access to complementary resources and by the strategic importance of the 
alliance itself, while long-term performance is dependent on how the developmental process 
is handled by the partners. 
On the other hand, startups differ from the latter due to their size, rate of 
development, use of business models innovation, use of social capital and market focus 
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(Brouthers & Nakos, 2004; Van de Vrande et al., 2009). Hence, how do strategic alliances 
impact startups performance? What strategic alliances may startups benefit from at different 
stages of their business development? Furthermore, a lot of startups also have a strong social 
orientation and pursue a social mission (Hockerts, 2006). This social mission is often the 
trigger of their business operations and sometimes it leads to the development of social 
innovations and other disruptive market solutions to societal problems (Mirvis et al., 2016). 
The main objectives of the paper are (i) to explore the relationship of strategic 
alliances with firm performance, and (ii) how different stages of firms’ business development 
influence strategic alliances’ and firms’ performance. 
These are important questions that we address in this paper, as it investigates the 
relationship between strategic alliances and startup performance, with particular focus on 
credit rating and Earnings Before Interest, Taxes, Depreciation, and Amortization (EBITDA). 
We also study the moderating effect of the stage of development of the startup on the 
alliance-performance relationship by keeping in focus whether startups have a social mission. 
The theoretical contribution to this paper is twofold: First, this paper contributes to 
the emerging theories of social innovation by adding to this growing body of literature a 
strategic dimension of social innovation collaborations. Second, this paper contributes to the 
current debate on strategic alliances by exploring different types of alliances among startups 
such as equity, non-equity based alliances, joint ventures, and hybrid alliances. By means of 
this study we, we enrich current innovation theory by explaining how different forms of 
startups alliances benefit startup performance. We also contribute to international business 
theory on strategic alliances and shed light on the role of strategic alliances amongst startups 
and fill the gap left by the lack of studies on strategic alliances in the context of startups with 
a social mission. We propose a new, startup specific framework that explains how equity and 
non-equity alliances affect startups’ business performance at different stages of business 
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development and how these mechanisms differ from a more multinational-enterprises-based 
(MNEs) context. 
In this study, we draw upon the literature on social innovation, business strategy, and 
international business to derive some hypotheses. We propose a framework for startup 
strategic alliances based on international business theory (which is mostly focused on MNEs) 
and we test the hypotheses with a dataset of high-growth UK startups using a sample of 3,913 
firms. The extant literature on this topic shows varied results, and often do not cover more 
than one type of alliance in a single study. This paper extends current theory on strategic 
alliances within a startup context by adding to the clarity on how different types of startup 
alliances affect startup performance at different stages of development. The findings show 
that traditional theories on strategic alliances for MNEs do not necessarily apply to the 
dynamic, resource-scarce, and challenging world of startups. 
This paper is structured as follows: Section 2 introduces the conceptual framework, 
section 3 introduces the methodology, section 4 describes the analysis and results, in section 
5 the results are discussed, section 6 considers the implications for practitioners, and section 
7 presents the conclusion.  




2. A Framework for Strategic Alliances and Startup Performance 
2.1 The Role of Strategic Alliances in Enhancing Firm Performance Amongst Startups 
Strategic alliances contribute to the firm’s competitive advantage by determining 
performance outcomes (Baum et al., 2000; Musarra et al., 2016). The different types of 
collaborations and partners involved in strategic alliances enable startups to build trust and 
credibility (Jiang et al., 2015), and to grow their markets (Park et al., 2002). Empirical 
research on the relationship between strategic alliances and firm performance has so far been 
inconclusive (Baum et al., 2000; Rothaermel & Deeds, 2004). Some alliances benefit the 
organisations, while others are detrimental to startups’ development (Lerner et al., 2003). For 
instance, some studies demonstrate that startups are better off alone (Rosenbusch et al., 
2011), and others do not discount collaborations but point out the risks associated with that 
(Hagedoorn et al., 2018). In light of the inconsistencies amongst the results from previous 
studies, we posit that strategic alliances benefit startups’ financial performance, but the type 
of alliance may have different effects. For instance, equity options (e.g., fundraising), non-
equity options (e.g., grants), joint venture programmes (e.g., university spin-offs), and 
hybrids combination (e.g., accelerators’ attendance) may all contribute to financial 
performance in different ways. 
Equity and non-equity. The literature on startup alliances also suggests that there are 
major differences between equity and non-equity based alliances (Das & Teng, 2000). More 
importantly, Parker et al. (2010) show that non-equity alliances, such as grants from the 
public sector are attractive to startups seeking resource complementarity and to improve 
market access (Hess & Rothaermel, 2011). 
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Equity options such as fundraising are sought after by startups because this type of 
alliance has great potential to boost growth (Plummer et al., 2016). However, this type of 
alliance requires the startup to give up some equity against the investment poured into the 
firm: ‘Equity financing in entrepreneurship primarily includes venture capital, corporate 
venture capital, angel investment, and crowdfunding’ (Drover et al., 2017, p. 1820). Although 
this type of funding drives startups growth, it also entails significant risk because it can be 
limiting for the firm as it can cause conflicts over goals which interfere with the overall 
performance. 
Non-equity options, such as grants are used by venture capitalists as an indicator of 
technological competence and thus increase confidence in the startup and her ability to make 
a transition from concept to market (Fisher et al., 2016). It reflects the endorsement by public 
organisations and it can be used by the startup to increase its legitimacy and attract high-
quality partners (Dacin et al., 2007). Subsequently, this influences their financial performance 
(Wang et al., 2017), for instance, startups obtaining governmental grants are more likely to 
attract venture capital investments (Islam et al., 2018). Startups often lack historical data to 
back-up their potential at the seed-funding stage and for them showing evidence of R&D 
funding fortifies their reputation and increases their commercial attractiveness (Capaldo, 
2014) suggesting to investors that the startup’s offering is valuable and it is financially solid 
(Wang et al., 2017). 
Joint ventures and hybrid alliances. Notwithstanding the importance of equity and 
non-equity based alliances, other collaborative forms such as joint ventures benefit startups 
by leveraging on social capital. For instance, university spin-offs are strategic alliances that 
equip startups with the tools to manage extended relationships with universities and their 
stakeholders, thus leveraging on universities reputation and social capital (Walter et al., 
2006). Furthermore, startups’ and universities’ joint ventures often inherit resources from the 
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university such as machinery, equipment, knowledge, and expertise (Garnsey et al., 2008), 
although the effects of a joint venture on performance are mitigated by the firm’s stage of 
development (Haeussler et al., 2012). Other forms of alliances are hybrid in nature, as they 
are a combination of equity and non-equity based forms of collaboration (Reuer et al., 2016). 
For instance, accelerators provide access to pre-seed investment, to the market, a supportive 
peer-to-peer environment for know-how exchange, access to each other’s networks which 
include other firms, investors, mentors and alumni of the accelerator (Pauwels et al., 2016). 
Despite the resource investment of accelerators into startup programmes, accelerators do not 
always ask for equity in exchange of their services, but their relationship with startups is 
often based on in-kind contributions that add value to different cohorts of startups 
(Hagedoorn et al., 2018). Current literature displays disagreement on whether hybrid 
alliances are beneficial for startups’ performance though some studies support their 
usefulness (Goswami et al., 2018). 
Thus, in light of what has been discussed so far our nested hypothesis is: 
 
H1: Strategic alliances have a direct and positive effect on firms’ performance: 
 
H1.1: Equity-based alliances have a direct and positive effect on firms’ performance; 
H1.2: Non-equity-based alliances have a direct and positive effect on firms’ performance; 
H1.3: Join ventures have a direct and positive effect on firms’ performance; 
H1.4: Hybrid alliances have a direct and positive effect on firms’ performance. 
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2.2 The Moderating Effect of Startups’ Stage of Development on the Strategic Alliances-
Firm Performance Relationship 
Startups always face the challenge of funding their development at any stage of their 
lifecycle (Puri & Zarutskie, 2012). At each stage of development, startups need different kind 
of financial support from different types of investors, e.g. angel investors or universities’ 
endowment for seed funding, venture capitalists for venture growth, and investment from 
larger enterprises for exit through merger s and acquisitions. Current literature shows that 
different types of alliances attract different types of investment and, as a consequence of this, 
the pathway ahead for the startup is laid: ‘Venture capitalists provide returns to their limited 
partners within ten or so years, there is often a focus on realizing a timely exit via an 
acquisition or initial public offering (IPO)’ (Drover et al., 2017, p. 1821). 
In the current literature it is evident that during different stages of development, 
startups need to get established in the market and teaming up at an early stage with 
accelerators, angel or venture capital investors accelerates their achievement of performance 
key milestones (Hathaway, 2016). 
Strategic alliances do contribute to performance (Rosenbusch et al., 2013), but given the 
diversity of startup needs during their lifecycle, it is likely that the stage of development of 
the startup plays a moderating role on the relationship between strategic alliance and firm’s 
performance. The legitimisation that a startup obtains by partnering with venture capital firms 
serves as a catalyst for future investments at the further stages of development and provides a 
base for future performance (Picken, 2017). Thus, we hypothesise: 
H2: The stage of development of the firm moderates the relationship between strategic 
alliances and firm performance. 
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2.3 Social Innovation and Firm Size as Performance Drivers 
Social innovation is a novel solution (Phills et al., 2008) to problems. More 
specifically, it is an innovative solution to complex environmental, economic and societal 
challenges, and it aims to increase societal welfare through co-creation (Borzaga & Bodini, 
2014). Social innovation ‘relates to system-innovation, game changers and narratives of 
change’ (Avelino et al., 2017, p. 2) and it requires the creation and application of new 
knowledge that leads to new capabilities amongst diverse stakeholders (Voorberg et al., 
2015). Therefore, social innovation is at the core of the creation of a long-lasting system 
(Marques et al., 2018) which aims to address societal needs while promoting multi-actor 
collaboration (van Wijk et al., 2018). Social innovation is not only a game-changer for the 
communities that benefit from its action but also a tool for startups to position themselves in 
the market and drive performance (Avelino et al., 2017). It is accepted wisdom that firms 
with a social mission also have a competitive advantage because they ‘elicit economic 
validity’ (Muñoz & Kimmitt, 2018, p. 1). However, the difficulty of balancing between social 
mission and economic objectives has already been acknowledged in the literature (Doherty et 
al., 2014). The relationship between social innovation and firm performance is therefore 
acknowledged in the literature: Enterprises that engage in a social mission increase their 
value as a consequence of enhanced customer loyalty, improved reputation and higher 
retention of key stakeholders (Adhikari, 2016; Herrera, 2016). Furthermore, public awareness 
about the social mission of the firm is associated with increased firm value (Servaes & 
Tamayo, 2013).  
Startups with a social mission attract social venture capital; its funding decision rules 
are unique ‘because of the dual organizational identities of the ventures that they assess… 
[and] the attributes unique to social ventures such as social mission, an entrepreneur’s 
passion for social change, and community-based network are critical assessment factors’ 
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(Miller & Wesley, 2010, p. 706). Furthermore, an organisation’s self-definition determines its 
actions and an organisation’s mission influences business performance (Bart et al., 2001). 
Firms that pursue a social mission are more inclined to have stronger entrepreneurial 
leadership and display better performance when marketing capabilities are developed, to the 
point that in previous studies some entrepreneurial ventures developed their traditional 
business models into business-like social enterprises, increasing their overall performance 
(Liu et al., 2015). 
Given the increased credibility of firms engaging in social missions, it is reasonable to 
hypothesise that the engagement of the startup in social innovation leads to higher financial 
performance. Thus, 
 
H3: Startups operating in the social innovation domain are associated with better firm 
performance. 
 
Likewise, research shows the firm size to be an essential determinant of performance 
(Orser et al., 2000). It is associated to higher flexibility at adapting to changes in the market 
(Carayannopoulos, 2017), but in the current literature, firm size has also been proved to be 
associated to poor firm performance, e.g. decreased profitability during crises (Bartz & 
Winkler, 2016). In spite of some enhanced flexibility, smaller organisations seem not to be 
able to capitalise on the scaling effect that larger organisation benefit from (Lonial & Carter, 
2015). This is particularly important to startups, given their very small size. However, there 
are a number of startups that have gone rapidly through various stages of development 
without forming an alliance, e.g. unicorns, which reach high valuations in a very short time 
(Coad et al., 2014). Overall, it is common sense to believe that the larger the organisation the 
better is the availability of resources. Thus, we assume the same type of relationship between 
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size and performance should be observed in startups. Therefore, we control our model by size 
and we hypothesise that: 
 




INSERT FIGURE 1 ABOUT HERE 
===========================  




This study adopts a quantitative approach to data collection and analysis. The hypotheses 
were tested by means of data coming from a population of UK startups. Although different 
industries were represented in the population, we focused on high-tech startups operating in 
different industries. In what follows, we report the measures, data collection process, 
sampling method, and sample description. 
3.1 Measures 
Dependent variables. In this study, performance is measured by two variables, which 
are (i) Credit Rating and (ii) EBITDA. We chose these variables so as to obtain a measure of 
performance based on the startups’ attractiveness to investors. Although venture capitalists 
and angel investors value the background of the founder and the composition of the team 
(Bellavitis et al., 2018), once they are satisfied with the team they look thoroughly into the 
financial performance of the startup. 
Credit rating is measured by the firm’s credit rating in the year 2017. For those 
startups that participated in the accelerator’s programme, the credit ratings have been 
measured after they entered the programme. For all those companies that did not take part in 
an accelerator’s programme, the credit rating has been measured at the point of valuation. 
Credit rating has become ‘ the standard tool used by lenders in determining who should 
receive funding, at what rate, and under what conditions’ (Spader, 2010). Furthermore, credit 
rating has previously been used in studies about startups and their performance, particularly 
as a proxy for access to external finance geared towards growth (Czarnitzki et al., 2014). 
Credit rating is an important measure of performance for a startup, as it reflects the credit-
worthiness of the new business entity and is used by credit lenders to evaluate the 
performance prospects of the startup (Cole & Sokolyk, 2018). 
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EBITDA, the last measure of performance is a direct measure of profitability, as it 
represents the operating profit before non-operating expenses. This measure of profitability is 
particularly reliable because it eliminates the influence of financing and accounting decisions 
from the measurement of profitability (Bertrand, 2009). Profitable organisations are attractive 
to investors because profitability demonstrates their financial capabilities and the viability of 
their business operations (Boyett & Currie, 2004). We compared (pre-tax) Profit with 
EBITDA to see whether this would make a difference. It was found that there was no 
significant difference in terms of the magnitude of the effect on the standardised coefficients 
of the linear regression model. Therefore, we decided to settle for EBITDA as the measure of 
profitability for the purpose of this study. 
Independent variables and moderator. In this study, we use the type of strategic alliance 
sought by the startup as a predictor of performance. Strategic alliances are measured through 
different proxies of collaboration. In line with the alliance continuum, we have independent 
variables that cover all four types of alliances. These are hybrid types (e.g. accelerators’ 
attendance), joint ventures (e.g. university spin-offs), equity options (e.g. fundraising), and 
non-equity options (e.g. grants), and these are measured as follows.  
Accelerator. This variable indicates the number of months the startup spent in an 
accelerator’s programme. This variable reflects the partnership between the startup and the 
accelerator and it measures the length of engagement with the accelerator. The length of a 
partnership is particularly important in this context because, unlike standard partnerships on 
the alliance continuum, which assume either a non-equity or an equity option, the partnership 
between a startup and an accelerator is more like a hybrid alliance (Reuer et al., 2016). 
Accelerators sometime obtain (but not always) some equity in exchange for the access to a 
structure that enables intense interactions amongst cohorts; a structure that monitors 
education and offers time-limited support to enable rapid progress. Some examples of this 
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support include access to pre-seed investment, access to market, a supportive peer-to-peer 
environment for the exchange of know-how, access to networks of a community made of 
firms, investors, mentors, and alumni of the accelerator (Pauwels et al., 2016). 
Spin-off. This variable indicates whether the startup is a university spin-out. It is a 
dummy variable with values 0–1. Spin-offs are a form of joint ventures between universities 
and private entities mostly based on joint ownership of the Intellectual Property Rights (IPR) 
(Wright et al., 2006). Joint ventures between universities and private firms are important to 
leverage access to finance because they are rare and provide a strong investment incentive to 
venture capitalists for their access to universities’ resources such as economic support, know-
how, and reputation capital (Clarysse et al., 2005). 
Fundraising. This variable measures fundraising. Fundraising is related to the concept 
of venture capital funding and it consists of private investors’ investment in privately held 
companies (Jeng & Wells, 2000). It is measured in term of the number of fundraisings 
(fundraisings_no) and fundraising value (fundraisings_value). Venture capitalists have a 
tendency to repeat their investment when the firm is successful. Thus, the number of 
fundraisings the firm participates in is important. Also, the value raised is important because 
fundraising activity per se acts as a ‘facilitator to the raising of both follow-on and larger 
funds’ (Milosevic, 2018, p. 49). Fundraisings are a form of collaboration based on equity 
sharing, as venture capitalists are ready to invest in a startup when they foresee a return on 
their investment. 
Grants. These are associated with support money received from national sources that 
link to R&D and innovation. Thus, ‘[They are] beneficial [to firms] in boosting their 
innovative performance…[and to] finance substantial pre-competitive R&D’ (Romijn & 
Albaladejo, 2002, p. 1064). Grants are measured in terms of the number of grants (grants_no) 
and overall value (grants_value). The relationship between grants and the potential for 
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venture capital investment that follows grants has been demonstrated (Islam et al., 2018), as 
often startups do not have historical data to back-up their potential. Grants are used by 
venture capitalists as an indicator of technological competence and, therefore, increase their 
confidence in the startup and the startup’s ability to make the transition from concept to 
market (Fisher et al., 2016). 
Stage of development. This variable is associated with the business stage of 
development (business_stage) and it is split into the following qualitative categories: (a) 
zombie or dead, i.e. those firms that have been wound up or do not display any activity and, 
therefore, shut down by Companies House – the UK’s registrar of companies – (b) seed, i.e. 
those firms that already obtained seed funding, (c) growth, i.e. those firms that have already 
obtained some growth funding, (d) venture, i.e. those firms that have received venture capital 
funding, and (e) exited, i.e. those firms that have exited by merges and acquisitions. 
Controls. Social innovation. Current literature on socially responsible investment 
(SRI) clearly states that SRI has become mature practice and investors are now used to invest 
in socially responsible firms (Trinks & Scholtens, 2017). Under the assumption that a startup 
that engages in societal challenges is more attractive to investors (Arena et al., 2018), we 
include a measure of social innovation in our models. Social Innovation is measured by a 0–1 
dummy variable indicating whether the startup pursues social innovation activities or 
operates within a socially-relevant industry. By the latter term, we mean industries whose 
main purpose is social improvement, although we acknowledge that any industry could 
potentially and indirectly have social relevance. Examples of industries that are driven by 
socially-relevant innovation are those that are in Education technology (EdTech), clean 
energy, and preventive healthcare to mention a few. A comprehensive list of the industries is 
given in Appendix A. This measure is currently used in studies of social innovation and 
social entrepreneurship. It is operationalised by either capturing social innovation in terms of 
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the company’s involvement with innovative activities and services that are motivated by the 
goal of meeting social needs (Cajaiba-Santana, 2014), or by the values that underpin ‘the 
social and economic missions of the organisation’ (Stevens et al., 2015). This is embodied by 
the firm’s ability to propose innovative products, services or business models that foster 
social, economic and environmental sustainability. More precisely, to determine whether an 
enterprise engages in social innovation, we followed the social innovation criteria and 
measurement framework proposed by the European Commission (Bund et al., 2013), which 
takes into account of nine elements. Of these, the more important are the newness of the 
proposed social solution, the probability of the solution fulfilling the relevant social need, the 
legitimacy of the social need, and its urgency. 
Firm size. Although startups are often very small, even for startups size matters. 
Larger startups have access to better resources and it is a measure of the magnitude of their 
operations and the scope of their sales. Furthermore, there is evidence that large size is 
associated with lower agency risk, i.e. managers will act in the best interest of the company’s 
stakeholders, which would result in higher credit rating (Ashbaugh-Skaife et al., 2006). 
3.2 Data Collection, Sample Selection and Description 
To test the proposed hypotheses, we used the data available from a platform called 
Beauhurst1. This database comprises over 35,000 UK startups and includes different variables 
related to mergers, acquisitions, investments, fundraisings and joint ventures in general. The 
dataset was accessed online on 20th September 2018. The sample was selected by stratified 
random sampling. To determine the sampling strata, the following criteria were applied. The 
rationale for the use of stratified random sampling method was to minimise sampling error to 
obtain lower sub-strata mean differences between the sample and the overall population. The 
 
1 www.beauhurst.com 
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criteria and their selection rationale were: (i) business stage of development, (ii) firm size, 
(iii) gender of the founders, (iv) number of fundraisings, (v) number of grants. We also 
included all startups that were engaged in social innovation (n=772, this sub-sample accounts 
for 20% of our sample). The process resulted in a sample of 3,913 startups. The following 
table summarises the sample description. 
============= 
INSERT TABLE 1 ABOUT HERE 
============= 
4. Analysis and Results 
4.1 Models Specification and Data Analysis 
The data were analysed by means of multiple linear regression analysis with the 
coefficient estimation algorithm method ‘Enter’. Four equations were specified: Two 
equations tested the direct effect of models and two others tested the interaction effects. The 
dependent variables for all models are credit rating and EBITDA. 
Multicollinearity. The variables to be included were firstly screened by means of 
correlation analysis (see Appendix B), which showed only 20% of the variables were highly 
correlated, i.e. only a few variables had statistically significant correlations with coefficients 
equal to, or higher than .6. The small number of highly correlated variables was not a cause 
of concern in the presence of multicollinearity. This has been confirmed later on, case by 
case, by the calculation of the tolerance (TOL) and variance inflation factor (VIF) levels for 
each model, as shown in Tables 2 and 3. 
Models specification. Two types of models were specified. The first type tested the 
direct effects of the predictors on the target variable and the second type tested the interaction 
effects between the predictors and the moderator on the target variable. Thus, for the direct 
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effect models, we specified Model 1a which predicted credit rating. Model 1b, predicted 
profitability (measured by EBITDA). The interaction effects were measured with Models 2a 
and 2b, which predicted credit rating and profitability respectively. 
Goodness-of-fit. Model 1a (R=.546, R2=.241, p<.001) and Model 1b (R=.990, 
R2=.933, p<.05) fit the data very well showing an accuracy of prediction of 55% and 99%, 
respectively. Model 1a only explained approximately 24% of the variance in credit rating, 
while Model 1b explained about 93% of the variance in profitability. Likewise, when we look 
at the interaction effect models, we observe that Model 2a (R=.354, R2=.117, p<.001) and 
Model 2b (R=.987, R2=.968, p<.001) fit the data very well, although Model 2a shows an 
accuracy of approx. 35%. 
=========== 
INSERT TABLES 2 AND 3 ABOUT HERE 
=========== 
4.2 Strategic Alliances’ Effect on Startups Financial Performance 
The findings from regression Models 1a and 1b are as follows. The value of fundraising 
activities is highly significant (p<.001).2 The overall credit rating of those startups which 
generate more money through fundraising increased by approx. 23% (Beta=.234). Therefore, 
H1.1 is supported. 
When we looked at the results related to profitability, i.e. EBITDA, all alliances-related 
predictors are significant (p<.001), and this supports the nested hypotheses H1.1 to H1.4. 
While joint venture options such as spin-offs and non-equity options such as grants increased 
 
2 Please note: The adjusted R-squared is high for models 1b and 2b. We estimated that although there is no 
multicollinearity overall (nor there is relative multicollinearity on the single items), the high correlation between 
firm size and fundraising value (ρ=.716) may contribute to a slight inflation of the R-squared. Given the absence 
of multicollinearity in the models and given the theoretical support for the direction of the causality in the 
relationships being tested, we decided to keep both variables in order not to underspecify the model. 
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profitability by approx. 51% and 16% respectively, we observed a negative relationship 
between other forms of alliance and profitability. In the cases of equity options, such as 
fundraising and hybrid options such as accelerators’ attendance profitability decreased by 
almost 1.7 times and by 78%, respectively. 
4.3 The Moderating Role of Startups’ Stage of Development on the Relationship 
Between Strategic Alliances and Financial Performance  
The findings from regression Models 2a and 2b are as follows. The interaction 
between startup stage of development and the value of fundraising activities is highly 
significant (p<.001) and those startups which are able to generate more money through 
fundraising at more advanced stages of development increase their overall credit by approx. 
13% (Beta=.126). This indicates that the hypothesis H2 is supported. Also, taking part in an 
accelerator’s programme is beneficial to the startups at more advanced stages of 
development, increasing their profitability by 12%. 
When we look at the results related to profitability, i.e. EBITDA, those firms that 
obtain more grants at an advanced stage of development increased their profitability by 
approx. 15%. On the other hand, raising capital through equity-options such as fundraising at 
more advanced stages of development decreased the firms’ profitability considerably, i.e. to 
the order of 1.1 times. 
4.4 The Counterintuitive Effects of Social Innovation and the Healing Properties of 
Firm Size 
The findings related to social innovation are counterintuitive. Engaging in social 
innovation does not seem to have any effect on credit rating (i.e. the coefficients are non-
significant). However, in the regression Model 1b, social innovation had a direct negative 
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effect on profitability. Startups engaging in social innovation registered approximately 11% 
(p<.005) decrease in profitability. This supports the hypothesis H3. 
On the other hand, firm size plays an important role in the prediction of the startup’s 
credit rating and its profitability. Bigger startups showed an increase of 33% in profitability. 
Model 1a (direct effects) and by 18% in Model 2a (interaction effects) and their effects are 
highly significant (p<.001). Likewise, firm size is associated with profitability (p<.001), and 
larger startups have about 76% higher profitability than smaller and, perhaps, startups that 
possess less resources. Thus, H4 is supported.  




Startups’ performance and funding options. Strategic alliances bring different 
advantages to startups. Our results show how different forms of alliance benefit startups’ 
performance. Not all funding options have the same effect on startups’ performance. While 
some strategic alliances such as non-equity alliances (e.g. spin-offs, grants) enhance 
profitability, others such as equity and hybrid alliances (e.g. fundraising, accelerators’ 
programmes) hamper profitability but benefit credit rating. 
It is interesting that, as regards equity and hybrid alliances, startups’ access to finance 
through equity-based strategic alliances helps startups at an early stage of development (e.g. 
seed funding) by better credibility as perceived by investors. Thus, credible startups are able 
to access more finance by virtue of their improved credit rating. Investors seek for investment 
the firms that show the potential for growth so that their investments are not short-term. The 
investors do not focus on profitability in case of startups but on growth potential (Majumdar, 
2010). In fact, during the early stages of development, startups do not earn profit and their net 
assets are often negative, especially amongst innovative startups (Söderblom et al., 2015). 
Despite these disadvantages, a better credit rating facilitates startups’ access to finance. As 
our results show, equity options such as fundraising decrease their profitability. We can 
explain these findings with the fact that startups generally do not generate profit immediately 
after launch (Majumdar, 2010) and amongst startups’ main goals are the mobilisation of 
resources and acquisition of knowledge (Mazloomi Khamseh et al., 2017) to generate 
revenue and improve efficiency (Hechavarría et al., 2016). 
These findings are counterintuitive to the traditional logic on which international 
business strategies are based. These strategic alliances often lead to immediate profit through 
the acquisition of resources or market expansion (often through assets deriving from mergers 
and acquisitions). However, our findings on the effects of strategic alliances are in the 
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context of startups and contribute a novel understanding of the relationship between strategic 
alliances and performance. The results of our study provide some insight into how startups 
with a social mission benefit from strategic alliances. However, we cautiously state that the 
results are generalizable only to the population of UK startups and we may not assume that 
startups with a social mission in different geo-socio-economic and political contexts may not 
behave in a different way. 
With regards to non-equity alliances, in our study, we observed that spin-offs and 
grants have a positive effect on profitability. Unlike the previous type of alliances, where 
investors decide to invest in the startups based on their future potential, non-equity alliances 
are often leveraging on the social capital of their partners in the network in which they are 
embedded. Startups that receive grants ‘attract more human and financial resources than 
others’ (Söderblom et al., 2015, p. 1501). While equity investments provide the startups with 
enhanced leadership and strategic direction for their business development, the startups with 
non-equity investments leverage resources mobilisation through partners’ networks (Walter 
et al., 2006). 
Startups’ alliances scaling effect. From the results of our analysis, we observed that 
the startups at an advanced level of development, i.e. at growth and venture funding stages, 
benefit from all strategic alliance options except the joint ventures. All these strategic 
alliances, such as hybrid (e.g., accelerators’ engagement) and non-equity (e.g., governmental 
grants) have a positive effect on profitability. While these findings match somewhat with the 
expectations expressed in the literature on strategic alliances in the context of MNEs’ 
context, this is the first time to the best of our knowledge, that the effects of strategic 
alliances have been tested on startups. 
The startups develop from being micro-firms to SMEs and then into larger 
organisations going through the same stages and following a pattern of development very 
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similar to that of larger organisations. However, the difference seems to be the tremendously 
greater pace of the startups’ development as compared to that of the larger organisations. 
This raises some questions on why the startup phenomenon seems to be so prominent 
nowadays as compared to the past when firms developed at more sedate pace. However, 
current literature emphasises startups’ inability to capitalise on scaling effect (Lonial & 
Carter, 2015) such as extra-resources complementarity and market access (Hess & 
Rothaermel, 2011), which are typical of larger organisations, but our results show that 
startups can scale up through an enhanced profitability and enhanced credit rating if they 
engage in strategic alliances. 
To this regard, the effects of equity alliances (e.g., fundraising) differ a bit in startups 
from MNEs. Due to the scale of their operations, the MNEs scale-up by attracting 
investments, e.g. raising share capital and obligations (for public companies) that are geared 
towards the expected profitability in the short-term. On the other hand, scalability through 
equity alliances in a startup context takes place through the enhanced credibility of the 
organisation from the investors’ perspective. 
Thus, investors do not invest in the startup because it is a ‘winner’, but rather because of 
the potential performance of the startup after the investor has ensured that the startup is well 
managed after the investment (Hellmann & Puri, 2002). Our results show exactly that; that 
fundraising activities do have a positive effect on credit rating, but their relationship with 
profitability is negative. This enhanced credibility may reflect in the credit rating and 
enhance the startup’s credibility in the eyes of investors. However, due to the small scale of 
the startups, it is often a gamble or a leap of faith for investors as there is no guarantee of an 
immediate return or enhanced short-term profitability. This is due to the lag effect of the 
increased cost of the scaling up that follows investment and the time it takes for the startup to 
capitalise on the increased turnover. Startups are often inexperienced and ‘require substantial 
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resources to fund the early stages of development’ and their development projects are 
speculative. Therefore, ‘revenues cannot be expected until well into the future’ (Baum & 
Silverman, 2004, p. 415). 
The balance between social mission and business performance. In the results of our 
analysis, it can be observed that larger organisations (or bigger and more resourced startups) 
show higher profitability. Though some of the startups engaged in social innovation are 
comparatively large, they show lower profitability. 
Given these results, we wonder whether pursuing a social mission is tilting against the 
windmills when it comes down to looking for investment opportunities. Or perhaps, is a 
pursuit of social mission the pursuit of a mirage for most and one that can be pursued only by 
larger organisations that do not generally have problems in earning a profit? 
Those startups that generate social innovation are often struggling to get innovative 
solutions to societal problems that they generate accepted by the market. The meaning, value, 
and the usefulness of new products and services and business models sometimes create 
confusion (Lounsbury et al., 2003). This dichotomy between the expectations of business 
performance and serving a social purpose by the organisation requires to be balanced. This 
balance is often difficult to be found given the many challenges that surround the 
organisations that engage in social innovation. This dichotomy has already been observed in 
previous studies, which showed that the ‘hybridity, the pursuit of the dual mission of 
financial sustainability and social purpose […] creates tension’ (Doherty et al., 2014, p. 417). 
This tension is often solved either by abandoning the mission or continuing to show poor 
business performance. Thus, startups pursuing a social mission can maintain the balance 
between their social purpose and business performance only by establishing a good 
reputation, preserving it and performing consistently overtime (Pfarrer et al., 2010). This 
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would gain them the confidence of their stakeholders and investors and facilitate their growth 
from one stage of development to the next (Baum & Silverman, 2004).  




6. Implications for Practitioners 
This study bears several implications for managers. First of all, it is important for 
startup founders and directors to be aware of the fact that taking part in an accelerator’s 
programme is beneficial to the startups at more advanced stages of development – it increases 
their profitability by 12%. Therefore, participating in accelerator’s programme can improve 
the prospects for higher financial performance for such startups. 
Second, startup founders may benefit from knowing that those firms that obtain more 
grants at an advanced stage of development can see their profitability increased by 
approximately 15%. However, this good news comes with a potential catch twenty-two; for if 
they raise capital through equity-options, such as fundraising, this could decrease the 
profitability substantially for startups at more advanced stages of development. Thus, startup 
funders should calibrate their funding choices carefully at a more advanced stage of 
development. When a firm is growing fast and attracting funds to boost growth and seems a 
very attractive option, additional investing may backfire by badly impacting profitability. 
Third, startups that are aiming to increase their credit rating should know that 
fundraising is a viable option to boost their credit rating by approximately 23%. Therefore, 
the choice of investment sought for by the startup has a positive impact on credit rating, and 
this spirals into the future funding prospects of the startup. 
Fourth, it is interesting for managers to know that spin-offs are the form of alliance 
with a higher positive impact on profitability. Therefore, the promotion of spin-offs by 
universities and other partner institutions should be a priority. This bit of information could 
also be used by policymakers by focusing their policy efforts on promoting coordination, and 
launching of more spin-offs. 
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Fifth, when contemplating social innovation, managers should be cautious about the 
way they engage in it. From a business point of view, engaging in social innovation does not 
have per se a direct effect on credit rating, but social innovation may have a negative effect 
on profitability as shown in this study. Therefore, managers should be encouraged to engage 
in social innovation yet they should bear in mind the adverse effects of such engagement 
when planning for growth. They should be aware that they may encourage investment and 
engagement in social innovation and activities but they will not see an immediate, positive 
and direct impact on the profitability. Conversely, they will need to make an extra effort to 
see the impact of social innovation on their short term goals and fine-tune the effort to get the 
desired effects of social innovation on profitability in the mid- and long-term.  





This study developed a conceptual framework to explain how strategic alliances have 
an effect on startups’ business performance. We developed several hypotheses based on the 
effects of equity- and non-equity-based strategic alliances at different stages of development 
of the startup. We controlled our study by size and by the engagement of the startup with 
social innovation because we hypothesised that the scope of the startups’ operations and their 
focus on a social mission play a role in shaping their choice of the type of collaborations that 
they would engage in. 
The questions that we wanted to answer were focused on how strategic alliances 
impact startups’ performance and how and what strategic alliances may benefit the startups at 
different stages of their business development. We found that, unlike larger organisations’ 
strategic alliances, startups operate in a peculiar way and different forms of equity- and non-
equity-based alliances are not always appropriate at all stages of business development. 
Furthermore, for many startups, the focus on a social mission may hamper profitability in the 
short term although, in some cases, it improves the credibility of the firm in the eyes of the 
investors. It is paradoxical in a world that calls for more sustainable business and with 
governments that have social innovation at the top their agendas that larger organisations 
should seem better suited to engage in social missions. This is because the larger 
organisations’ scope of operations enables them to profit from even those initiatives that may 
raise some scepticism among investors because the markets for those novel initiatives are still 
nascent. Notwithstanding the challenges that many startups pursuing a social mission have to 
face, if they can strike a balance between social mission and enhanced business performance 
they may yet leverage different forms of strategic alliance to build credibility, attract the 
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attention of investors to obtain suitable funding and attain sustainable growth, though at the 
price of short term profitability. 
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Table 3: Interaction Effects Regression Models 2a and 2b. 
 
TOL VIF TOL VIF
(Constant) - *** - ***
accelerator .118 .967 1.034 -.778 *** .024 1.340
spin_off -.032 .947 1.056 .511 *** .053 1.432
grants_value .032 .945 1.058 .162 *** .792 1.329
fundraisings_value .234 *** .702 1.424 -1.674 *** .036 1.422
social_innovation -.083 .934 1.071 -.114 ** .351 1.073
























TOL VIF TOL VIF
(Constant) - *** -
business	stage	*	accelerator .123 *** .619 1.614 .012 .419 2.389
business	stage	*	grants_value .016 .723 1.382 .153 *** .597 1.676
business	stage	*	funraisings_value .126 *** .715 1.398 -1.115 *** .205 1.886
social_innovation -.045 .991 1.009 .023 .908 1.101
firm_size .176 *** .591 1.693 .135 .116 2.587
Model	summary
R
R-sq
Adj.	R-sq
ANOVA
						F
						df
						sig.
***	sig.	.01,	**	sig.	.05,	*	sig.	.10
Interaction	effect	models	2a	and	2b	
(N=3,913)
Model	2a Model	2b
DV:	Credit	rating DV:	EBITDA
Beta
Collinearity	Tests
Beta
Collinearity	Tests
.354 .987
.125 .975
.117 .968
.000 .000
14.954 138.126
5 5
